
 
 

 

 

 

November 15, 2017  

 

The Honorable Orrin Hatch  

Chairman, Committee on Finance United States Senate  

219 Dirksen Senate Office Building  

Washington, D.C. 20510-6200  

 

Dear Chairman Hatch: 

 

While much work remains to ensure that tax reform adequately addresses the financial             

circumstances of all Americans, we are pleased that the Senate’s version now includes a              

provision exempting student loan discharges provided in the event of death or total and              

permanent disability from gross income. We respectfully ask that the Senate Finance            

Committee broaden this provision to include all discharge opportunities provided for student            

loans under federal law. 

 

In addition to death or disability, the Department of Education forgives loans for several other               

purposes: the remaining balance at the end of an income-driven repayment plan, as well as               

loans approved for borrower defense discharges among borrowers whose colleges lied to them.             

While Congress has exempted certain kinds of forgiveness, including Public Service Loan            

Forgiveness and closed school discharges, from being treated as taxable income, and the             

Department of Treasury has made special exceptions in limited cases (such as for Corinthian              1

Colleges and American Career Institute borrowers who have approved borrower defense           

claims), on the whole, borrowers in need of financial relief are confronted with an additional               

financial burden through the tax code upon accessing the benefits guaranteed to them by              

Congress.  2

 

Today, there’s a growing backlog of students facing an unexpected tax liability. For instance,              

there are around 95,000 borrower defense claims waiting in limbo at the Department of              

Education right now. And an unprecedented 6 million Direct Loan borrowers are enrolled in              

income-driven repayment plans today ; while many of them will pay off their loans rather than               3

1  IRS Rev. Proc. 2015-57: https://www.irs.gov/pub/irs-drop/rp-15-57.pdf; and IRS Rev. Proc. 2017-24: 
https://www.irs.gov/pub/irs-drop/rp-17-24.pdf.  
2  Letter from Eric Solomon, Assistant Secretary for Tax Policy, to the Honorable Sander Levin. U.S. Department of 
the Treasury. September 19, 2008: 
http://www.equaljusticeworks.org/sites/default/files/Treasury_response_Levin.pdf; IRS Rev. Proc. 2015-57: 
https://www.irs.gov/pub/irs-drop/rp-15-57.pdf; and 20 U.S.C. 1087(c)(4). 
3  “Federal Student Loan Portfolio: Portfolio by Repayment Plan.” FSA Data Center, U.S. Department of Education. 
Retrieved November 10, 2017: https://studentaid.ed.gov/sa/about/data-center/student/portfolio. 

 



 
 
 

qualify for forgiveness, those unable to do so may owe a tax liability upon receiving the                

promised forgiveness.   4

 

To that end, we urge you to include the following exemptions in the existing provision in the                 

Senate Tax Cuts and Jobs Act: 
 

● Borrower defense discharges provided under §455(h) of the Higher Education Act; and 

● Loan forgiveness at the end of an income-driven repayment plan provided under §§             

455(d)(1)(D) and (E), 455(e), and 493C of the Higher Education Act. 

 

When Congress promises a borrower forgiveness, it should be provided to him or her without               

the added insult to injury, an expensive tax liability. Congress owes it to borrowers to fulfill the                 

promises  it has made. 

 

Sincerely, 

 

Amy Laitinen 

Director, Higher Education Initiative 

 

Clare McCann 

Deputy Director for Federal Policy 

 

Jared Bass 

Senior Counsel for Education and Strategy  

 

 

 

4  “Tax Consequences of Loan Discharges for Borrowers in Income-Driven Repayment Plans.” The Institute for 
College Access & Success. November 8, 2017: 
https://ticas.org/sites/default/files/pub_files/tax_consequences_of_loan_discharges_for_borrowers_in_idr_plans.
pdf. 
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